From: Civilian Pay Systems Management Office

To:

DCPS Payroll Office

Date: January 12, 2004

Subj: 27 Paydays In Pay Year 2004 — First Friday / 6 Day Pay Lag Customers Only

Periodically, the pay year will be comprised of 27 paydays instead of the more common

26 paydays. When this occurs as it does for pay year 2004, some deduction and withholding
amounts may be affected. The purpose of this memorandum is to provide information to assist
in answering questions regarding the impact of the 27 paydays for first Friday / 6 day pay lag
customers.

Please note the Army regular and overseas data base customers with a pay lag of 12 days

(2" Thursday after the end of the pay period) are not affected.

1.

Deductions Impacted Due to 27 Paydays in Pay Year 2004.

Federal Tax - The Defense Civilian Pay System (DCPS) annualizes biweekly earnings to
determine the tax deduction amount. For Pay Year 2004, 27 paydays of earnings will be
used in the calculation, which may result in an increase in the biweekly tax deduction. An
example of the Federal Tax calculation is as follows:

27 Paydays: 26 Paydays:
Biweekly Taxable wages: $1,306.38 Biweekly Taxable wages: $1,306.38
Tax Status: Single/0 exemptions Tax Status: Single/0 exemptions
$1,306.38 x 27 paydays = $35,272.26 Annual salary $1,306.38 x 26 paydays = $33,965.88
Annual salary
Biweekly Federal Income Tax Biweekly Federal Income Tax
Withholding: $184.74 Withholding: $179.29

State Tax - DCPS also annualizes biweekly earnings to determine the State Tax deduction
amount. Because there are 27 pay periods, there is one additional payday of earnings and
also one more payday used in the annualizing process, which may result in an increase in the
biweekly state tax deduction. An example of the State Tax calculation is as follows:

27 Paydays: 26 Paydays:
Biweekly Taxable wages: $1,306.38 Biweekly Taxable wages: $1,306.38
Tax Status: Single/0 exemptions Tax Status: Single/0 exemptions

$1,306.38 x 27 paydays = $35, 272.26 Annual salary $1,306.38 x 26 paydays = $33,965.88 Annual salary

Biweekly Virginia Income Tax Biweekly Virginia Income Tax
Withholding: $60.26 Withholding: $59.68



3. Local Tax Deduction — Most local taxes are based on percentages applied to subject earnings,
and as such would not be impacted. However, there are some local taxes that are based on the
Federal withholding and therefore could be impacted. If there are any questions about the
calculation of a local tax, please consult the DCPS Users Guide for additional information.

4. Thrift Savings Plan (TSP) — Highly paid Federal Employees Retirement System (FERS)
employees may exceed the TSP maximum deduction amount if 27 paydays is not used to
determine the pay period deduction amount. Care should be taken when determining the
biweekly deduction so that the employee will receive the maximum amount of matching
Government contributions. An example of TSP deductions follows:

TSP Maximum Employee Contribution for 2004: $13,000.00
$13,000.00 / 26 = $500.00 per payday over 26 paydays
$13,000.00 / 27 = $481.48 per paydays over 27 paydays.
Example:

$500.00 x 27 paydays = $13,500.00

Maximum employee contribution for 2004 is $13,000.00

Employee reaches maximum contribution in Payday 26.

Pay period 27: No employee contribution, no agency matching, employee receives only the automatic 1%
government contribution.

If the TSP contribution is calculated based on 26 paydays versus 27 payday, the employee will reach the
maximum contribution prior to the end of the pay year. This will result in the loss of matching Government
contributions. Employees are encouraged to review their TSP elections during the next open season for 2004 to
avoid a potential loss of TSP matching Government contributions.

5. TSP Catch-Up Contributions — The amount to be withheld each payday may be calculated
using 27 paydays versus the normal 26 paydays.

6. Repayment of Student Loans — The amount to be withheld each payday should be calculated
using 27 paydays versus the normal 26 paydays.

Deductions Not Impacted Due to 27 Paydays in Pay Year 2004.

1. Charity — There is no impact because Charity deductions begin the first full pay period of the
calendar year and only 26 deductions will be withheld as normally done.

2. Flexible Spending Account (Dependent Care and Health Care) — The Flexible Spending
Account provider will stop the deduction when the annual authorized amount has been
deducted and restart the deduction in the next pay year if authorized. The provider will also
make any necessary adjustments to the deduction amount to ensure that no more than the
annual authorized amount is collected.



3. Long Term Care (Dependent Premium and Employee Premium) — Deductions for Long Term
Care will be stopped by the provider when the annual authorized amount has been deducted
and restarted in the next pay year. The provider will also make any necessary adjustments to
the deduction amount to ensure that no more than the annual authorized amount is collected.

4. TSP Loans and Military Deposits — 27 deductions will be taken because deductions are
calculated as a biweekly amount.

5. Voluntary Child Support, Voluntary Alimony, Voluntary Payment of Back Taxes and
Savings Allotments — The normal biweekly amount requested by the employee will be
deducted for 27 paydays.

6. Federal Employees Group Life Insurance (FEGLI) for nine-month educators - The prorated
deduction amount will not change.

If there are questions regarding this information, please contact the Customer Contact Center
at DSN 922-2990 extension 310 or Commercial (850) 453-4141 extension 310.
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